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TAB 4

ISPs USE OF THE LOCAL EXCHANGE NETWORK FOR
INTERNET ACCESS IS SIMILAR TO IXCs USE OF THA T

NETWORK FOR TOLL ACCESS

The establishment of an environment where mUltiple local exchange providers can
compete for customers within a specific geographical area requires that all
customers within that competitive geographical area be able to place calls to and
from each other regardless of which local exchange company they chose to be
their local service provider. Such an environment requires the interconnection of
competing local exchange company ("CLEC") networks so local calls originated by
a customer on one company's network can be completed to a local exchange
customer served by a different local exchange company in a manner which is
transparent to the customers involved. Local exchange customers are not charged
separately for receiving local calls from other local customers-the network cost of
terminating local calls are factored into the monthly local exchange service rate. In
recognition of this situation reciprocal compensation was established as a
method whereby a local exchange company would be compensated for the use of
its network to terminate a local call originated on the network of a different local
service provider. This local compensation for network interconnection is the same
process that has been used by LECs to interconnect and compensate each other
for use of their respective networks. As depicted in the following diagram, where a
local call is originated by a sac customer and terminated to a CLEC's customer,
sac compensates the CLEC for the use of the CLEC's network to terminate the
local call and visa versa.

D._ Local (Exchange) Calling Ar••
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However, reciprocal compensation was not intended to require local exchange
companies to compensate each other for handling calls which were not associated
with the mutual provision of local exchange service. For example, the following
diagram illustrates a situation where a sac customer originates a call that is to be
carried to a different exchange (or different state) by an interexchange carrier
("IXC") that is connected to a CLEC. In these situations, sac and the CLEC
charge (meet point bill) access service rates to the IXC for the respective portions
of their interconnected network that is used to deliver the call to the IXC's
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point of presence ("POP")-SBC and the CLEC do not charge each other for any
portion of the call even though the call was exchanged between their networks
within the local eXchange. The customer that originated the call is charged by the
IXC for the interexchange service provided to the customer by the IXC. Again, this
is the same process that has been used by LECs to jointly provide access service
to IXCs.

' ..... 011I1..tloll

" ..Illy

As depided by the following diagram, an Information Service Provider ("'SPII)
operates in eXadty the same manner as an IXC in that the ISP charges the local
exchange customer for any call the customer places to the ISP's network. And,
just as with an IXC, the call to the Internet via the ISP rarely, if ever, actually
terminates at the ISP's premises but is carried for completion to an interexchange,
interstate, or international location. Consequentty, the call to the Internet, like the
IXC's call is an access call. sac and the CLEC should not charge each other for
use of each others network but instead, both sac and the CLEC should charge the
ISP (meet point bill) access rates for their respective portion of the interconnected
local exchange network access that is used to deliver the Internet call to the ISP's
POP.
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However, because of the FCC's exemption, usage based access charges are not
levied on Internet ISP network usage as they are on IXC network usage.
Consequently, in order to avoid these legitimate interstate charges (which provide
for (a) recovery of access costs and (b) support of universally available local
exchange service at just, reasonable and affordable rates) existing and new IXCs
have devised methods to arbitrage and inappropriately game the system (take
advantage of the exemption loophole) and route their traffic, not via normal IXC
networks, but on the Internet.
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TABS

Ixes ARE USING THE EXEMPTION AS A LOOPHOLE TO
AVOID ACCESS PA YMENTS

The attached advertisements and articles are indicative of the Internet toll calling
plans being created by IXCs as a result of the FCC's ESP exemption to avoid
access payments.

• The local exchange network of IlECs and ClECs is being used by IXCs
to gain interstate access to the Internet.

• The Internet backbone is being used to transport the toll call.
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FOR RELEASE TUESDAY, NOVEMBER 11, 1997

More users get local, toU-free access to AT&T WorldNet Service

Country's largest direct internet service adding 75 points of presence

BASKING RIDGE. N.J. -- AT&T announced today that another 8.3 million people will be able to reach
the Internet through AT&T WorldNet* Service with a local, toll-free call by year-end.

The company 'Will increase the reach ofits AT&TWoridNet Service, the countrYs largest direct Internet
service, with the addition of75 points of presence <POPs> by the end of the year. The additional access
points will give AT&T WorldNet Service a total of330 POPs. Each pop~sODLor more local
telephone numbers that AT&T WorldNet Service subscribers can use to reach the service with a local cp.ll
t~t carries no t~ll_cJ~g,e. -

"Customers want local access to reach AT&T WorldNet Service," explained Dan Schulman, AT&T vice
president for AT&T WorldNet Service. "This action expands our local footprint to more than 70 pacent
ofthe country."

AT&T WorldNet Service currently operates 255 POPs in the United States. It is the largest direct
Internet service in the U.S. with nearly one million subscribers.

Individuals should check with their local telephone company to determine whether they can reach the
nearest AT&T WorldNet Service POP without paying a toll charge.

AT&T WorldNet Service is a unique service that enables customers to get to and use material from
leading content providers in ways best suited to each individual's needs. It offers unlimited access for
$19.95* a month, hourly pricing plans, free software for multiple platforms, and no start-up cost. AT&T
WorldNet Service was selected as the top Internet service provider by Smart Monev (5/97) magazjne and
PCWorid (7/97), with both publications citing its outstanding reliability.

AT&T WorldNet Service ranked first among 13 major Internet service providers during September in its
ability to connect customers on the first try - 96.2 percent ofthe time as measured over a 24-hour
period. Measurements were made by Inverse Network Technology. AT&T WorldNet Service software
for Windows· 95, Wmdows 3.1, Windows 3.11 for Workgroups and Macintosh* is available by
download free of charge from the public AT&T WorldNet Website (http://www.an.net!) and from the
AT&T Corporate Website (http://www.att.com!) or by calling 1-800-WORLDNET.

To find the POP serving your location, contact AT&T at www.an.netf or 1-800-WORLDNET.

* Teleplaoae access aad otber cbarges may apply.
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~ Local Dial-Up Services for Internet Service Providers ~

Click Here to find out why you should be with Pac-West

~~~6Kbps Modems: Questions and Answers <II

rt8!j Bargain Priced High Quality Long Distance .~

Fiber Optic Quality and 5 Star Service from 4.9¢ per minute
Oick Here for details.

JConstant Touch(#} VoiceMaii has arrived! .
Oick Here for details on tbis exciting new service.

() Copyript 1997. Pac-Welt Telec:om.. 1Dc. AD Rlpta Reserved.
CODltutTouc:b ia a ftliJtered tndemark of GteaAyre
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e ep one- 0- e ep nternet
Telephony!

To Learn il10re About
Global Internetwork su

Global Internetworks\1
An Introduction

USA Global Link's GloballnternetworksM is an advanced global Internet
telephony system that does not require either the caller or the recipient to have

computer, modem, or any peripheral equipment. The system is capable of
smitting voice, fax, video, and data via the worldwide Internet backbone·

d a distributed network of private lines and proprietary nodes, without the
elays or lack of quality commonly associated with Internet telephony. Global
nternetworksM is projected to have no delays.

e low cpsts associated with Internet transmission will greatly reduce prices
for telephone calls to USA Global Link customers using Global
InternetworksM. Exact calling rates are yet to be determined, but it is

ticipated that rates will be 80-90% less than conventional international
alling, and 20-40% less than callback. "Callers can expect rates of from

$USO.25-$0.45, anywhere to anywhere," says Christopher Hartnett, USA
lobal Link chairman. "By using Global InternetworksM, everyone with a
hone will be able to make low-cost international telephone calls."

Global InternetworksM is simple, seamless and transparent to callers. USA
Global Link customers will simply dial their phone and be able to call anyone,
anywhere in the world, for a fraction ofconventional long distance rates. Voice
calls will be instantly transformed from analog to digital signal and transmitted
via the Internet to any telephone in the world. Once the call reaches its
destination, the data is transformed back into analog voice format and
forwarded to the recipient via the local telephone system. Digitized data travels
on the Internet unhindered by the regulations which artificially inflate the cost
of traditional voice traffic. The advanced Globallntemetworks\I technology
developed by USA Global Link allows customers to enjoy the tremendous cost
benefits of the Internet without a computer or other equipment, and with no
sacrifice of quality.

USA Global Link-The World's First Truly International
Internet Service Providers'v1
As the world's largest provider of discount international telecommunications
services, USA Global Link brings a unique combination of telecom advantages
to Internet telephony. Unlike other providers ofInternet services, USA Global
Link is a major facilities based international communications company, with
its own global fiber optic network and advanced telecommunications
technology.

In implementing Global InternetworksM. USA Global Link is dedicated to
service quality that cannot be adapted by companies supplying Internet
services only. USA Global Link is rolling out this voice product over the

http://www.usaglobal.comlinternetworklindex.htm 4/3/98
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Internet only after extensive development in network provisioning for the
highest quality standards. Quality standards will include 24-hour customer
service, network management, engineered traffic analysis for non-blocking
networks, and redundant facilities with emergency restoration for the
maximum availability.

Because USA Global Link routes conventional international voice and data
calls through a flexible multi-layer network, utilizing advanced least-cost
routing technologies, the company is able to carry conventional international
telephone calls to more than 200 countries and territories at greatly reduced
costs while maintaining the highest level of quality. This scope of activity
allows USA Global Link to offer truly international Internet service. With the
implementation of Global InternetworkSM , USA Global Link becomes the
world's first truly International Internet Service ProvidersM (IISP).

~t Last-True Telephone-To-Telephone Internet Telephony!
Imagine the cost savings of making a long distance telephone call through the
Internet, without needing a computer, modem, or any peripheral equipment.
USA Global Link GloballntemetworksM users will be able to make long
distance and international calls just as they would any other call. Callers
simply pick up the phone, dial the number, and connect with the called party
anywhere in the world-at rates 80-90% less than conventional long distance
IPrices.

By utilizing our advanced technological and global network advantages, USA
Global Link's GloballntemetworksM enables callers to connect worldwide
through standard telephones, using the Internet, without any special equipment
or dialing procedures by caller or receiver. Our special Global Internetwork
8M technology allows you to talk with or fax to business associates, friends,
and family-anywhere in the world, with the high quality you demand.

USA Global Link will make the service available in a host of major business
centers, including the USA, Germany, Japan, Brazil, Hong Kong, England,
France, South Africa, Australia, Indonesia, Korea, Chile, and the Benelux
countries. The system will expand rapidly throughout the world in the
following months, creating a revolutionary global Internet telephony network.

I ecnnology t5enlna
Internetwork I Contact Us I World Press

Anicles and stories are reprinted with the pemllssion of their authors or other owners of the copyright in them.

CorH1I,dll Ci 1998. USA Global Link. Inc, All Rights Reserved. The names. logos. taglines. slogans and icons
ic\cntltYtng USA Global Lmk's products and services are the pl'Opnewy marlts of USA Global Lmk. Inc,
"chm'L'Il'r'I!'u'Jgl.\:(lm

http://www.usaglobal.comlinternetworklindex.htm
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USA Global Link Partners with 3Com On Its $1.2 Billion Internet
Telephony Deployment

FAIRFIELD. Iowa., February 10, 1998-USA Global Link, Inc., the world's
largest provider of discount international telecommunications services, signed a
letter of intent with 3Com Corporation (Nasdaq: COMS), to supply network.,j"'~~. ~~ infrastructure for its $1.2 billion worldwide Internet telephony system called
Global InterNetworksM, a multi-pathway/multi-protocol global
telecommunications network. 3Com is the premier manufacturer of carrier-class
multi-service access platforms and VOIP-access solutions.

The proposed agreement encompasses a complete arrangement for 3Com to
engineer. furnish and install facilities on a global basis. Installation of 3Com's
Total ControhM multi-service platforms will begin this spring and continue with
the planned installation of 500 switches over the next 3 years. Initial installation
will begin in Brazil, Germany, The Netherlands, Japan, the U.S., Switzerland and
Hong Kong, with other countries in Europe, South America and the Asia-Pacific
region to follow. Investment for this phase of the Global InterNetwork
deployment will exceed $500 million.

"Last spring USA Global Link opened the floodgates on Internet telephony with
the announcement of our Global InterNetwork system," said Mr. Christopher W.
Hartnett, Founder and Chairman of the company. "Partnering with 3Com is a
cornerstone to the successful deployment of the most sophisticated and
ubiquitous telecommunications network in the world. Our vision and 3Com's
expertise form a powerful synergy for success."

As the world's premier provider of alternative telecommunications services, USA
Global Link has been deploying the Global InterNetwork system, an advanced
network platform for the delivery of voice, data, fax, video and broadband
multi-media services. Integral to the Global InterNetwork design and deployment
has been the integration of IP Q.athways for voice and data services. Having
researched the tedUiology packages of all the leading developers of IP access and
routing products, the company has adopted 3Com's Total Control VOIP system as
the most flexible and advanced of the few carrier-class products available.

"It is critical to the company's G/oballnterNetwork strategy that any solutions
adopted be carrier-class," said Mr. Gary Hamm, Vice President of Global
InterNetwork and Chief Technology Officer. "Early developments in VOIP
products lacked the integration of features into an existing carrier environment.
3Com's products meet our requirements in a completely integrated technology
package, making a new range of quality services possible, and allowing us to
dramatically expand the envelope of telecom services worldwide. Also critical to
the choice is 3Com's global expertise and support presence."

The Global InterNetwork system is a complete global telecommunications
network, which will ultimately encompass over 1000 points-of-presence (POPs)
in all major metropolitan centers of the world, with a projected total capital
investment of $1.2 billion. The company is actively searching for co-location and
marketing partnership opportunities.

"We are extremely pleased to be partnering with USA Global Link, a company
with the vision, resources and tenacity to pull off a scheme as impressive as
Global InterNetwork," said Mr. Ross Manire, Senior Vice President of 3Com

http://www.usaglobal.comJourcompany/announcements/020998_3eorn_deployment.htm
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Carrier Systems. "Our Total Control platfonn is a perfect fit with its picture of
the global telecommunications network of the next century--flexible, powerful
and adaptable to changing and expanding market conditions."

USA Global Link is the undisputed leader in alternative, innovative
telecommunications strategies, such as: discount international long-distance,
international callback, Global 800SM numbers, phone-to-phone Internet telephony
and wholesale carrier least-cost routing services. USA Global Link also offers
one of the world's largest corporate travel and prepaid calling card programs.

USA Global Link was recently cited as one of the world's 50 largest
international carriers and one of the world's fastest growing telecom companies
by Communications Week International and the Yankee Group in a joint survey
published last December. USA Global Link provides service to more than 200
countries and territories around the world and is an active member of the
International Telecommunication Union (ITU) in Geneva, Switzerland, and the
U.S. Department of State's International Telecommunication Advisory Council
(ITAC). The company is headquartered in Fairfield, Iowa, U.S.A.

Not~: Globallfl/erNerwork IS a regIstered servIce mark of USA Global Link. Inc.

http://www.usaglobal.com/ourcompany/announcementsl020998_3Com_deployment.htm
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Need help?
Try our fast.
friendly supportl

The Internet Phone Company (IPC) is dedicated to providing the highest
quality International Long Distance Telephone Service at the lowest possible
prices to the Internet User Community. Once you have reviewed our rates.
we think you will agree that we have met our objective. Depending on where
your call originates and terminates. you can save up to 70% over local
telephone rates.

Our state of the art Intelligent Services Platform (ISP) combines the
economy of Callback Service and the features of a Debit Card. As an IPC
customer. you will be assigned a personal telephone number on our US
based switching platform. When you wish to place a call. simply dial your
personal number, hang up and wait for a Callback. When you pick up your
phone, you will be prompted to enter your Debit Card number, hear your
remaining balance and receive dial tone to place your call.

Unlike many other callback companies. we bill our calls based on actual
connection time - you only pay for the time you are talking. Many of our
competitors bill their calls from the time you receive your callback or use
some complicated formula that can add up to 25% to the cost of a call. IPC's
billing is straight forward and always allows you to verify our charges by
announcing your credit balance each time you use the service. We also bill
your calls in six second periods (after the initial 60 second period) to save
you even more money.

If you would like more details about our service. please visit our FAQ page.

Lets go to Step Two for my rates.
I Home, Contact Us I FAQ I library I Order I Rates I Search I~ I Three Steps I User GUide I

Copyright 1996-97 Internet Phone Company. All rights reserved.

http://www.inetphone.com/steps/
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CheGIing
IIItemet: Senice ........

Selecting the right ISP is
the most important decision
you can make•

t of6

Flndint! an Internet Scr\"lce Provider in Your Area

Examine the rsP's '\lct\\ork

Gettinl! Connected. Huw Much Will The\' Help You'?

Conclusion

Tltis wllite paper is written for corportllions or otplliZlltions intDated in
hllh-speed accas (56 Kbps or higher) to tile [litem.. Dl.f/~rents~/«tioncrlt~rla

are necessaryfor dilll-up capabilities orfor reulling bandwidth from an lnt~met

Servic~ ProviMr (ISP).

I. Finding an Internet Service Provider in Your Area

Begin your search by finding a provider who has a point ofpresence (POP) local to
the corporate site where the circuit will be installed. This does not mean that the
ISP needs to be headquartered in your city, but that the ISP has an access point to
their network within your service area. For many ofthe access services ISPs sell,
the closer the ISP's point of presence is to your site. the Ip5.C: expcRSi¥e }'QUI'

~alb1Y'r .etlJ.'P'iRg telecommunicatjons Char2es will be. j'ry to avoid the additi"'nal
'dw~,.. ... of orderin~ an.d oayimz for a lonp: diStance circuit mto me pOiIIl crl p'resence.
Unfortunatefy, thiS may not be an option tor those in smaller cities.

Pricesfor point-to-polnt dedicated circuit! are based on the exact mileage from
yo", sit~ to the ISP's point ofpresence. Other services such as Frame Relay are
not distance sensitive, but nuJy not be offered in all areas and do not offerfull

3/101918:3
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Internet·could
revolutionize
phone service

By Steve RO!ll'tlbtl!h
USA TODAYNew phone

technology·
could be
.unstoppable'

NEW YORK - MmDllI I
yeu 1!lO. AIlT retIlIn:h
chte' D:lvld Na~r demOn
5trlt.d an Inlr\n,,1 lelr·
pIIDne call dunn. a t-.day
meeun, wlIh stock aMIysu.

He placed the call from a
.campuler. nOI a 1.I~hone. The IOUnd qualily \\'a~ leniblr.
1·11Ie delayt _ 1"'10'11"1.

1111 storv Wit! 'er different lUI month when AT.T f'lIll'C'
uCIWI met once 1,::Iln willi Wall Stret!l InalYIIs. Pretident
Jolin ZqIIs lIl\OWed on I new kind 0' hillier quality, phOM
\01IIIOM Internet call. And the demonstration W8IIlCIC'Dm
PINId by a stunnm, announcement thaI ATIoT wouIcl be
tJII InC 1Mjot' US. 10lIf0iIC1IlCI C11l'T1t!r 10 /Ump iIlID tlle
emI\"IIll' n18rkl'C now known 81 Internrt Prococol (IP) teIe
pIIany. It I~ halicalll! I cn-per, more emdent redlllOlOlD'
tIIaC COUld Illow millions 0' AT.T phone calls to InIVeI vii
llIe IlIlernet Instead of Ille I'IIUiar ph9M ne!WOf'k.

1lle tIlI'1 II AT.T Is powerful t!YicIrnce 0' I re~~le
cllMp Ihnt h81 oc:curred In telecOll1mUnlrntioM dur1nt lhe
_ year. Telllll10ne cnlll over lhe Intl'l'lll'C. dl!l1Tll8d nnt
1011I110 a.~ I hlllfl-ll'CII vemon Of him mdio. ore lIIMIdellly
lIUll "rry 'lenou!ly by Ihe c:ommuntCluons ..nbl~l.

l118C n_th.1lI'OIIII!C1 of lower prtces and new....c:es
lor _men Rnd IIl8jor chlftlllin the strue:turl of the
Indwtry nnw domlll8tl'Cl In Ihe U!iA by ATIoT. Mel. !prtnl.
OTE Ind Ihe I1!llKW18I Bell phone COmllllnll!S. Arion trial
IJIIinl' durin. tht' t'«OncI quarter. Qwest CommunlcMlClnl
Ind a 'rw olher ('::IITte" a1nady allow Jll!Of1Ie to mike clliis
over .11. Inlernr, lor 5 ce.. tll 7.5 CtRllI mlnulr

By 1002. Ulr Inlernet could ICcounl 'or 11'~ 0' US. and
Intemationnl lon~"'nce VOlCI lnllc. UP (rom jUll O.2~1

lilt yell'. predkts InliVII Mvll Winther 01 InlfrMlllll\ll
Data Corp. "Intrl'llt!t telll)llony ila realltV. and IrtClll hove

TUESDAY, i=:8RUARY '0. 1998
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lCG loins Telephony Pme Wars, Plans
5.9 Cents a Minute for Long Distance

By Sn:PHA"~lI N. MEHTA
SIal! R.JH)n~oj THZ W AU. STllUiT J OI11tHAL

leG ColllllllUllcadoa Inc.. jumping
into the Internet telephony price wan.
plana to offer long-distance calling for 5.9
cents a minute.

The rate undennines the dime-a·min'
ute pricing Widely available to consume~.

It aJso undercuts QWIt CoIDIDUIdcItIoDS
IDtIr'IIdODII Inc.·s 7.5 cent·a·minute price
for calls usinr Internet tectmolof)'. 1M
Corp.. a small carrier in Hackensack. N.J..
is offerinf a flve-cent rate in a limited
number of marKets.

These new camers are able to offer
lower prices in pan because their ca11s
bypass the toUI that traditional long-dis·
tanee carriers must pay to local phone
companies. Which carry the calls into
homes and offices. Such fees. known as
access charps. can total more than four
cents a minute. "I can offer calli at thiS
15.9 centsI rate and still maIle money."
said J. Shelby Bryan. president and chief
executive of ICG. in Enrtewooc1. Colo.
AapdsttIoIIIJ Cttetl',

ICG. which offers local semce in Call·
fornia. the SOutheast and parts of the
Mldwest. is able to offer lon,-distance
service nationwide because of its recent
acquisition of Internet service proVider
Neteom On-Line CommUDicaUOn serVices
Inc.. With network fact1lttes in 238 marKets.
Neteom's local offices Will serve as pte
ways for the lonl-distance calls. which
mUit be broken into digital "packets"
before traDSIIUSIion over the Internet. ICG
said Lllceat TecJuIoIoItes Inc. Will supply
equipment for the semce.

Mr. Bryan !&ill the serVice will be

available to business and residential cus·
tomers in 166 markets by year end.

Tbe 5.9-eents·a·minute rate applies to
calls originating and terminating in those
markets. whicb represent about 90'0 of
domestic long-distance traffic. ICG said.
Calls terminating outside the cities Will
cost 1.2 cents a minute.

The leap into the long-distance busi·
ness is a sirnUicant move for tiny IOC.
Which had revenue of 5273 milUon last
year. Mr. Bryan said the company has bad
to invest in customer-serVice centers and
software to sign up and bill new long-dis
tance customers.
Replaton to Dectde

There are risks. too. Consumers may
not tolerate the inferior quality of "voice
over·lnternet" calls. The big saVinp such
carriers gamer from bypass1q the tradi·
tional telephone architecture couid evapo
rate if recutaton decide to subject Internet
telephone calls to the same access charges
as ftIUlar phone calls.

separately. ICG is expected to an·
nounce plans to offer high-speed Internet
access to small businesses and some con·
sumers in the local markets it serves. Tbe
company plans to use digital subscriber
line. or "051.." tecJmoklrY to aUow cus·
tomers to download data quickly over
traditional copper telephone lines.

To deliver the serVice. ICG said it will
install equipment in the Baby Bells' cen·
tral offices and lease access to local tele
phone lines from the BeUs. Mr. Bryan said
rCG is the first of the competitive local
exchange carriers to announce a DSL
offering. something that many Baby Bells
and GTE Corp. plan to deploy.-------
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Bells begin tolling for Net calls
companies simply start charg
ing access fees, "The industry
would probably not pay it,"
says Joe Garrity of Qwest Com
munications, an Internet long
distance provider. The Bell
might then ftle a complainl,
forcing the FCC 10 rule.

The agency is caught be
tween the White House on one
side, and traditional phone
companies and rural-based
senators on the other. Imposing
access rep could double the
price of Internet calls. which
now cost as little as 5 cents a
minute, omcials say_

characlerislics of lelecom
munications services."

The FCC baCked oft a plan to
automatically treat the compa
nles like long-distance carriers
after the White House said the
move would smother Internet
commerce. Instead, Ihe FCC
says it will consider complaints
from Ihe Bells individually.
Generally, companies that car
ry voice calls between phones
- as opposed to personal c0m
puters - would be subject to
the charges, says FCC Chair
man William Kennard.

If BeIjSouth or other phone

Long-disla nee
companies must
pay fees to Bell
companies 10 begin
and end calls. and
to subsidize phone
service in poor and
rural areas.

ISPs, such as
America Online,

H 1*' e.o_. us.. lOWlY are exempt from
KennMJ such fees because

they provide an "in
formation service." But in a r~

port submitted to Congress Fri
day. the FCC says some Inter
net phone, carriers "bear the

Inlernel companies
to pay the fees, FCC
offlcials say.

The Inlernet
could account for
II~· of long-dis
tance voice traftlc
by 2002, up from
O.2rk last year.

The controversy
turns on whether
companies that car
ry voice calls over
the Internet, or similar data
networks, are more like Inter
net service providers (JSPs) or
long-distance companies.

By Paul Davidson
USA TODAY

Making long-distance calls
over the Internet could soon
lose its price advantage after
the Federal Communications
Commission said some Internet
phone providers should be reg
ulated like phone companies.

BellSoulh will immediately
begin charging access fees to
Internet phone services, says
company spokesman John
Schneidawind. Several olher
Bell carriers plan 10 ftle com
plaints asking the FCC 10 force
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.Intemet.Phone Calls, No Computer Necessary
When Calls Go Through Cyberspace, the Cost Can Drop Considerably, and It Still Sounds Like Mom

By SETH SCHIESEl

MAKING a phone call over the Inlemel UMd 10 be
a challell&~. For 0Ile Ulinl. there WllS no phone
Involved. '

In \995. for Instance. Steve R Frampton waS helPln&
o link a sdloof syuem In KJnc'lClO, 0nI.... to Ibe
,oternet. Sometimes lie Irled 10 use dle complIIef '" his
alloralory 10 call his girlfriend on her computer In
lapan.

"How the old way worked was barh parties would
~ave SOUAd cards. and rhtn the sound cards would be
hooked up wllb a microphone and a spealler.... you
would choose from a eIlenl IOftware packqe." be
recalled. "1bt! confl&uratlons were very easy. "I1Ie Inter
faces were really ntce. bul the quality was really bad.
Basically It was either comptetely lIIdfttelHatble or II
sounded like you were talk"" In a toilet or -.aethtng."

Last lall. afler Irying three generations of modems.
Mr. Framptoo ..ve up and weftl baclllO paytaa--'t
$i.50 a mlnule 10 IaIII over a CGnYelllIanaI ...... IIne.

Today anyooe can make an Internet phone call, wllb a
telephone.

Nora S. Spohr has no need for a computer when she
mues Ionl-ellslllllCe calli. BUI her converaatlolll slII1
travel tIlroucta cyberspllCe.

"My phone bill. used to be up to". $188." said Ms.
Spohr, a leadler mercbant III EaaJe.... N,J.• wIJooften
calls florida. EIII1JIIe and SoudI Amertca. But ....
recently started usIRa prepaid pbDne car" lrum a New
Jersey corporallon called lOT. wIIIdI rGUIeI Ill"''''''
calls over the loterne« ralber \ban over tradltlonal
communkatlollS Delwork•.

Witil each call. people like Ms Spohr and the compa
rues dlat serve Ibem are sbMiDI up the leIec:_m.ka
dons IndusIry. Tbey are be&/DDillllO ..... III a ....
wbeII compulers will have 10 lhare cyIJenpeoe wtdt
OIber lechnoIoIles. jusl as cars thare~ """'ay wttll

I •

~.I Les.'. _. ' ':.~.. ~.
~,;~oostG!. • 1D-minut8phonsCIIII"om~ :'-'. .
:1~ ~sn.bane,~ on .:~,;~.1_·. ,'of'

. ~.tJt1/ntl fTBdifIonaI. end Internet phone ~'

Pitjt.,;.,; " ~
",f.,Ii~. ,:. :~.,," \.i:. ,..j ; ~
r. .., ,r . •.AT.T.. ', IICI '" ,IDT ....1'. I "

I.;..)••t!, • '~\li~.a·;··i:~.:·~,1.···;··"··"'''·'':··'.

e' ~;.gtl~~,:t '1~.89~:'·!i~ -:1b.libt~l
.. ., l ••~..t,~.'.:.l t ~.JJ:A•.. ·
.•~;,~I' : ',,-1 ,: '", , j', ll:.fN.

I
P.If",,_;-iiJ:;IS4.l'QI, .~.60~ t' ,,',; i: :'. '".!:.
.'.,f ., .:. +$3"88dr~ .~j; ·i"l"';f!:';'.
.•. '6.f "'. _.. _.. '. \. I .• : .•.

.~
.. ··,'.f·"~·"·' .""1 ~'i.~f~~J: ,._I;.l!.,'.!., ";'.1

~. . .11. ~~',~ H'" . I. . .' of. .' ::.r... . :, ",'. no.... y... _

.'.

motorcycles and lrucks
On Friday. \be FeeSe,..J Communications Commission

loot lite flrsr nep toward replatlnllntel1llll calIS when
It reoollune•....,.. that some cyberlfMCe pMne can1ers
pay tile lame lees paid by tr8ClltloaalphoQe COIIlf*IIl:s,
But for now. people like Ms. Spohr are relishln& \belr low
rares. .

". used to pay like 89 cents a mlnule to Argenllna
because I had tIJJs urle 10 pick up the phone at uy 11m!;
MId the phoQe companies have many tllfferenl rate.:~
_ said. adding dlat lOT Ier her call Argentina for abou'

,... c..... a mlRule at any time. ~

"Wfdt the carel. I just get 10 call whenever I leel like
It,"_ said on a recenl weelutay. "I called BueDOI MIa
locIay bec8use I forlDl my uncle's birthday. IIAd I daIli
ave 10 worry. I don't wanl 10 be reslrkled 10 ltave td
walt lor $UIIclay or Saturclay 10 leI a JOOd rale. .

"I IIncl no problem wltll the q~ty. Mel It's not

Continued on POle 8



InterneCPhone Calls, No C@l

b:.:",... -...~-. •r-, ~. ~. ~. - ". ..;.- " '~l~~
lWUII10IISteft R. Ft'lIDq)tDD of Ontario uaci to make call1'to lapID em_ 'cumputer.
~ '. ~ - .... ., .. ' .; ', .... , .

miImle 'or eaI.Ia uywDen in lbe Un1ttlQ abIII to IUIden:Ut -me .,&abIIIbed camers
S" at atr'f ume 01 cia,: the trad1tlIlaa1 beauM internet cUTten otte GD lIlIl have
~~••tudard fiat ra~ IS 10 to pay the teeS'mlllClated b1lU11laaa! anet
~ .,~." ~ lDI8nWloIIaI regu1atlan. ~

•.'fttMYiDII CIa tIltenWlMal calls can be ~ AUT. for lJISw-. carriIs a call
e.- IJ'UIIIF. U.s.A. G1aIIaI LlnIt. a pnvate tJ"Olll Albany to CJlkqo, the~ tIu to
COIIIIPlIDY that _ 1JltanIet teetmoIoIY to pay a toW 01 abcat • ceDU allUllura to BtU
dIIlwr mterlladaDal calli prtl'ZlarUy OUtilde AdUw:. die Ioca1 pbaae COIIII*IY In New
tD&U1Iited Sw....,. dIIII ttl rateS typlc:a!- yom, and Amertteeh. tile klcal pbaDe com·
l,.....-ma m.e 01 trII:IUIIlaa.t camen by patr'f In IllinoIS. fol"COIIDIldiDI tbI call. After
.,.... 30 peraal. 1becomflClY I! piaDDlng P!IYiDI those fees. ATIcT It1I1 b.U to recoup
to .... -WIll Mrvtce soaa to UnlteC1 States its internal coslS.lalSlIlI Ibe pnce ot die
~." caI1. •. :

Im.met ea!II arech~r than those aver In Ibe TelecommlllUC&tlODI Act 01 19941,
~ netWl:ItU lor two basiC reasons. CoJlIress exemptid InterDIt colD1)ames
B, tpUUIq lIP the tram can (the pll!a!S 01 from bavmg 10 pay! those f_ to Ioca1 phone
lnIormalll:U1) Ibat con.sutute a conversanon. co~es III mOlt CISa becIIUae It was
a can1er can ohl!ft use ,til netWOrk more COlJCemed that the Intemet III.lIbt not be-
etflcleDUy. On • studard telephone net· come a IuL . ~, •
work. .tWo people enlayUll a moml!ftt 01 N_ that the intllnlet MellIS 11nnIy estab-
~ geoeraUy use u much 01 the system IlSbecI. the F.e.C.~ talteD tbe ttrst step 10
u aacreltDUlg mau:b does. But dunng that level tile pla}'illl t ld wIleD l!fttrepreneutS
moment ot st!eDce. a nenrorlt usUlg Internet use cyben!)&ee to uplieata tbe tradiuonal
technology woulet be sencIing pans 01 an· nenrork's maID !uicuon: COIlID8Ct1Dg calls,
olber convenatlDtl involVIng twO other peo- That coUld malte irternet c.a.UI more expen-
pie. U the tedl.DoiDCY wu worlung properly, siV1l. .
Ibe qwet of the tim call woulc1 not be But the lntemet. repWary advantage
inatrrupted. -, rellWDS strDlll 1~U1te1"DatXl:la! calls be-

Man important. however. compwes that Callae Internet co anses are oItenabte to
traDImlt phoae ca.l.b over the inteme~ are aVOId or reduce e buge lees. known as

APUO
(888) 642·7546
Aptlo. a company 6asec1 U1 France.
recently released a small bolt that SItS
betWeen a normal telephone and a wall
Jadt. The user mUlt h.ve • stanc1ard dial·
up Internet accoUD! and dieD can call
another Apho uset\anywllerw UI the world.
Ihe company prorritses. tor no more liIan
the pnce 01 a locaJk:aJl The COSt ot the unit
ls $199. plUS mon

J
y Intemet aCCeM fees.

DurA 3
\B38) 335-8230
Delta 3. a unit of R nalet S. Lauder'S RSL
COmmurucatlons, tell! !)hOnI car<1S

, __ ,,_ ...__i..-•• )fl .....l.~_..

. ,

Dozeru of companies sell some sort of
UUep/lone servIce that wes tlte tnternet.
OoIeru more say they nave the best
recMOlo/fY for raj/ling throull'h cyberspace.
Tlte five compallles b"low represent most
facnoru In the new wave of long-filStanJ:e
Internet phone earners. Local call11l,ll' nas
not ~[ emergea as a fertile marllet for
Illtemet entrepnmeurs, As puc bv San,ay
Mewada. an analyst for the YanJIu Group
11 Boston: "rr rs cheaper on a oer·mtle
ilasu for you to fly from New ¥orll to
.•olldon than to [alle a cab from Manhattan
a Queens. But that doesn [ mean vou
;hould talle a plane 10 Queens.'

Contl1lw!d From P~e I

,New phone service

:providers cut costs by

:routJnl calls over the Web.

:telepxmes to moe calls though cyberspace
'- • process called lelel)ilonv (pronounced
,tel·EF-0_, - may be liIe lint people to
:use the Intemet WIthout uSUlg a computer,
,But they 1VlU not be liIe last.
: "We're IOIIlI to see a massive amount of
: Intemet use WIth appliances Which have
been Intemet-enabled. but which we don't

. t1lIIIk at u PC urutll." saJd Vinton G, Cerl.
wno co-deslgned the Internet III the late
1980's and LS now a seruor executive at Mel.
the No, 2 101ll~Stance telephone company.
"Telephony 15 only one exam!)le at that.

, Vtdeocassette re<:orders. televlSlons. wash·
, lnI maciunes. water heaters Wlll all show up
on the netwtlrlt for all kinds at rellSOllS."

, In Mr. eerl's VlSlon. VC R's coulc1 sprout
, lntetnet connections so liIey could be pro
,gratnmed from hOme, or a water heater
'coukt !lep OUI Into cy~rspace so a local
power company coulc1 turn It on when elec·
trtcttY wu cheapest.

The mlWl reason that telephone3 are
shoWUlg up on the networK IS cost. For
people who live UI malar metropoutan afelLS
at the United States. most Calls can be made
~ expensively wilil a carner liIat uses

r 'n'.,""", ,,..,..hnnJnov

complicateC1 at aJl." she Idded. "And by
bIIy1D1 the caras. I'm I1mlting myself to
al1lWICI .100 or a little more a month."

The Internet hu allowed people to talk to
one anoUler througb their computers Since
the early 1990',. but the teChnolOgy was
camplell: anc1 the SOWld quality dtsmal.
Around 1996. compames ~gan olfel"lJlg
2hoDe serVIce that allowed people to use
thetr computers to talk to oliler people who
~ telephones. but the sounc1 quality was
Jtill poor,
er Howard Jonas. chairman ot lOT. wluch
Ilarted one ot die tint computer.t01J/toae
SftVtces. s&ld tlte tint customers tenc1ed to
coiDe trom me digitally adept. "In the be
&1JUWIg." he s&Id. "It wu Wce: 'Hey. Mom.
you can't believe IL I'm calling you trom
Bing/Mesh and It', only a dime a mLllu!e.'
And Mom was like. 'Whaddya say?'"
; But IIOW com~es are offenng phone-«).
tha- Iolll-<Ustance serVIce that routes cll1.ls
CIYV the lnteraet but 1tM1lS the sound quail.
tf close to that ot a ,W1darc1 caJl.
: StaDdard calls still bave tile edge In quail·
t::~ lnternet calls. That 15 beCause a

d telephone call travels like a trlUIl
dawn an empty traclt: Each conversauon
haa Its awn set paUl, wluch OCC\lllles a
certalJ1 amount of aetworlt space. regarc1·
less 01 whether the callers are actUally
spNi,ina or IIOl. An lntemet call often trav·
ell Uke a tram that t1as hac1lts can split up
aD4 IeDt c10WD all sons 01 dlffemtt paths:
J1e IOUDl1la trana1ateQ Into binary computer
... and btts 01 code travet dl1lemtt routes.
:ti1lIIn thOle pieces 01 code are put baclt
lJ&etber. they can remam a little jumbted.
tad the callls DOt u clear as It coulc1 be),
"'AI the ota.c c:onawner electrolUcs de
Vlee.1he ptIaae hu all die glamour 01 a long·
serYlllg haDdyman - dUU1u11y reliabte.
solDlUma crani;y, qwllt1y Indl$llel1Sable.

- BIIt tba1 IS c:IWIIJDI. All lntemet teeIUIal
'OU' begtns to transform the world 01 plain
'oki lele1lbofte serVIce (or POTS. In tetecom
:mlmiC.·.· laflOD). die IlbOIle IS tUltI3 the
:1JltlImet out of the elqIeDIIve computer box·
,es til which tt hu tradiUonallv reSIded and
:malting it useful for ~Ie who do not ItnoW
'a DOS prom!)t lrom a dISIt dnve.
': In Iact. the J)eOpie who are USUll! ordUlan'
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rnputer Nece~sary

~' .. ~.- ...... ~.;.t: . ", --~~,~~.~~~
'1'. Non S. Spohr of Enclewood. N.J~ UMW • phcme cant for lonc~ IntInet caIlL..'
~ r.-.!hal 101M counme5 levy
apIIIIt calla to or trom Olber DlWllDS. Some
0lQIIna alIDw InterDllt tTattle to C1"DU
dIIIr borden wttllout speaal dlq_ be
__tbey are seeiUD& to lIIen.. acceu to
.~....... ,. ~""
~~.'1Ilte'MI tel__y IS llYPuaIDI tile 1!et.

~ lIfOC*II altoPf,blr." sald C.liol·
.aDd T.ylor, chlet exeamw of U.s.A. Global
UDIL "It a1lowI you to treat VOIce. wIl1d1 has
,ll"lIdiUOtWly beeII very rquLatec1. as a se
rieS of data p.cllets transatlnl Ibe &Jobe u a

,DQIII1!IIIiate< med1L"b, But the n!guIatory lorces tl\at allow Inter·
[Pet pbone compal\le5 to WlCleJ'CUt WI!' L&rI'

E
Older competlton may IIOl last lor mort

• lew more yean. Even betore last
" F.C.C. recommenc1aUorL tile domes

~ ICCelllees that tr&l1lUllllallo!l&.QIstance
Carrlen must pay to Ioc:aI phone compllll1e5
1nIft deCreull\3. allowtnl tile Iong-<llStanoe
'IliURIto Ioonr !helt prtcel.
t lD' the IIltern.uooaI arena. a«reements
I"MI:Ded under !he IIIIIlIcei 01 tile World
TrIdI OrgalllUUDll are IIltended to reauce
tbllMI1eml!llt tees ll1at lDenue !he pnce t,l
saadard crou-border c:aIls. That ....ouJd put
mON prelISIIre on the Internet carnen.
• Eve the propneton 01 internet tele1lhor_~ :etr WU1daW cloung. ":'I1v bUlc

ft .
Acall to Hong Kong, lor IIlStance. CON ,9
C8IIta a mlllute tram anywhere In the
IJIIIIed States at anv time. far less than
.\1.T's standard r~S1denualdavtllne fate
IiSUJ a lIl1Ilute....
QWUT
(100) 46&-0116
Ql'Wt.....hlen IS buLldulll a n.uonal tll>ef'
~ Denrorll OlllS own. sells phone c.rl1s
tlia& allow. user to call anywnere ID tile
UtIlted States for 7.5 cents. lI11J\ute. at anv
l11D8- Qwm's carl1s are avaLlable 111 tune
dtles. mostly tn the Weft. Illclu~ Los
AJl&eles, San FrancISCO ana Salt Lake (ltv,

thOlllllt IS. eveItIIaI1y It'SIllIIIIID dIe." Wd
Mr. Jonu. dWrmllll 01 lOT.· .

[f the marUt lor bUIc pia. calla __
the lnternet~ III tlIe QUI few
yean. !he IIUt IUIP tor tbe Ie' .. "'!It••
IIId maruten m.y be ID CGII'IlnI:8 pelIIIle
ILU Artella Levy tha1 !hen Ia IDIIft til •
>l~ call1hU talIdaI-. . ... , ~: ....

Ms. LeVY, It'ho~ IfIIduaPd trom
. the Ul\lVenlty of PeDsytvaDlLlIeard abala

IDr, Internet pt-. can:IIllII tlIe fIIdjO. SI»
bouIbt one. wtud1 lb. _to maiullDeqIeD
Slve Ionl~ calli to ber trt""

"It's lust the same u • pbar~.. she ael4.
'You cu't teU the dltIereace. .be anly thlDI
they can do to make L~ call better Is
brlD& Ute penm IDID Ibe ntlIaL"

Mr. Jonu IIl0000000ID sel1l11ter..-pta.
calls ID ......,. that tradluaaal pta. c:ompe-,
mil cannot m.tdL He sa.,. V1deO IlnItI may
eVeDmaily PI"OYe 1JCIIPl&lar. but be IIl1IrtlS tbal
I\e .. stumped after UIat. .

RefernJll to • IutUrtIt1C maclWle In
WOOlly AUen's 1973 fUm "Sl~' thai: til
velapeQ Its user..llC c1ellftreo SUII&l pleu
'In!. Mr. Jonu U1d: "FruIt1y, I daa't IlDa'll'
...·h.t mOn! people trllllt lrom the pfIllDe. You
can taI1I. to peclIIle. you ........ pellI)ilI. The
nelllttep II eIther'KlR. beam me up' or It',
)Jmll III !he OrIUtDaU'OlL"

lOT

(800) 22$-.5438
IOT sells phonacan1S !hat aIlo.... usen to
call anywhere ID Ute Umtec1 ~ taleS. .t any
lime, lor 5 cents. mlDute. IOrs can1S are
aVa&labie III 50 marllets. ll1clu4lnll Netr
YOrL Boston ana Cbtcago.

~

[888) Z38-H65
UnlJlle most Internet callen, 1·!.UlIt's
cUSlDmen use !he company u thelt
def.ult long-4J.Stanee carner 1·!.UlIt sel1l
seMa ID Silt marllets. mostly ID the West,
ll1cl~ PhoenUt. Dallas ana HOI_
The company otlen domestIC caillnll tor
4 9 cents • mlDute. 24 hOun • day.
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,...,w 5'= C·· ".'t.
Net use
doubling
every
100 davs..,
Bv EIIZIIMtII we.
USA TODAY

In .IS ftrsl maJOl' $Iud\' of tlI<!
economiC ellect of tile IDler·
net. tile COmmerte oeo.rt.
ment SllId WtcIMlClIIY tllat Ne
O"Illllc IS dOIllllUlg every IIIln
d~ lIaYS and electl'OlUc cam
merce \llOUld reach S300 btl
uon lly 2002.

More lllaIl 100 mlliIOIl JMlO
pie are now on lUIe. aCCOl'l:\llll
to UIeW1~g report. T1l4
"dlIllJai~" IS grtIWUlI a
doullle lIIe rate of lIIe 0\IeMlI
eaJnOmv and ~1S IlIOl'
UllIn 8~ of tile flI'u.~
J)l'OlIuet. 11 -.lei.

··AuIll\nOlllI. aren't tile lilt
gest manulactllnJlg IIldIlllrY I
LIle COUIIII'V. We are. and '"
ha\'e llfJeD lor tile lUI ,.,
!lUd Rhea oa-. of IlIe 1nfoI
mallon TeellDOlollY lndllJlr
CouDalID~ D.C.

In 1M tile IaIS 8JIII'I
IWI/aIlIe. tile auto IlldIIC
~ 3.1'J1, at GDP: ~

lormallon lecllDology reliT'
lIeS'UlI more IIIU ...._

In /act. LlIl:IIIIIliDIl -_
IlUlers. CQIBIIMT elee:a
tet_1DftWW
!aleIlI. &ad tile JIIleI'Dl!l
11'....-., cIrMIII IlIe U

i eeoaomy. c.ommerc. seer
181"/ WWiaIlI DeItY .-l.

ID tile _ M ,..,.. IDII

nDaa~n- ...I'l!IlllDiIlIB lor _ tIlU CIII

querlef 01 rnl eCORom
~ And WlUIOUt !be _
clIlcIIIlIllllllle IlrtCII of WdID
01)'.~ ... ,.,...a-3.I'Il>- __

IIlII ..,..... poIlIl IIIIIi
tIlU tile 2.......
Olber~
~ WIliIe IlICIID lOOk 30 ,.

to IWCIIID IIlICIIence of !IO D
boa. and 'IV lIlOIl 13. tile ilIl
nel lOOk ,. tour ,..,..

• Ten \IIIIIIOn l*Ilie 111 I
USA IIlCl CanIda had ~
~ODlII'JellY_eDG

1997. an.-trom ..7 c
boD SIlt lDOIIIIlS Ilefore.

Tile reporl recommec
UIaI llO\'I!I'III!*l IlOl llUr1leI
COIIIIIIerCeWl\ll-_r
u..noli. talUlllon or alDS
slIlll" DIlley ..., .,...
need lor~ to III
llrMICY IlllDlIIrdlI lor _

en. And lie IIII1lell • ""D•
!II1CIIaIII OIl IIIe elQlOrt of ,
ftI'II WIlli 1IrOlIl! en<:I'Y'lIDOI

SllCII llI'\lIrIIIlI allow n
... III lie eacocled III IJI'I'
~ or IMII*lIIIl
Uley maIIAI tIIIIr way aa..
l--.

11Ie CIIIlIan 8dJ1lIIIIIlnt
QlIIlI-=unlY and laW llIIII:I
menl Ill!IdL US JaIIIlI a II
IUIe .- lerlllll IlICl1 !
..... .-lIIeUSA.

11Ie CII!Tt!lII pollcv UI'llIIl
tv WIll NlUlt lD fol'l!liln dllIII
1I011 0/ tile _lIet uicl. ICII
)OtIL DIIey SllId. Ite Cllled
~-p

~MCI~&ttlle;

hope .... fortulI CIlIInte-.
TIle rI!lIDn IS I'IlIiIalJIe

lIDe'I __.~
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TABS

FACTS AND STATISTICS REGARDING INTERNET USE

IA. WINDFALL REVENUES THAT MAY BE PAID TO CLECs DUE TO

L' INAPPROPRIATE APPLICATION OF LOCAL RECIPROCAL
COMPENSATION TO INTERSTA,TE INTERNET USAGE ARE HARMING
COMPETITION:-----_.

Est. 1998 Cum. l-----lEst. 1998 Usage windfall Initial ,
Usage (MOU) payment Est. I
(MOU) Originated Est. Est. to 1998 ,

Number Originated by CLECs 1998 1998 % CLECs monthly I Most I
of Number of by SSC and CLEC Internet for growth I recent

Operating CLECs with and transported to SSC of Internet in actual i
, CLECs agreements transported to SSC by i term. Column (as of Internet monthly i

i (3-31-98) (3-31-98) to CLECs CLECs I ratio (e) 3-31-98) usaQe Qrowth i
(a) (b) (e) I (d) I (e) (f) (g) (h) (i) 1

. Arkansas 5 12 847M 26M 33 to 1 60% $0.5M 17% 11% I

, CaliforOla 16 29 33,374M 2,370M 14 to 1 89% $18.4M 27% 18% i
Kansas 1 12 54M 2M 27 to 1 80% - 17% -!
MiSSOUri , 5 14 274M 7M 39 to 1 63% $0.2M 17% 37% \
Nevada 2 82M 8M 10 to 1 98% 17% •1 - -'
Oklahoma 5 13 2.969M 13M 228 to 1 92% $6.0M 17% ;~~1Texas 31 41 4,364M 161M 27 to 1 93% $6.2M 17%

L Total 64 123 41,964~~..1.,587M,_ 16 to.1 89% $31.3M .___.01

From this information it is clear that:

(1) Massive and inappropriate payments from SBC will flow to CLECs
for ISP's (not SSC's) use of CLEC facilities to obtain access to the
Internet.

• ISPs get a free ride or are paid to use access facilities that
IXCs and others must pay to use.
CLECs receive a windfall payment which as Columns (h)
and (i) show is continuing to grow at an exponential rate.

• SBC receives no revenue to cover its costs for the
thousands of trunks it has added (approximately 45,000 in
1997 and estimated to be 95,000 in 1998) and instead has to
pay another access provider for the ISPs use of their
facilities.

These costs will grow at an exponential rate as Internet
usage grows (Columns h and i).

If this distorted process is allowed to continue, quality universal
service will suffer.

1



(2) The % Internet and SSC to CLEC originating ratio makes it clear
that CLECs are concentrating on serving ISPs to the exclusion (for
the reasons discussed in Tab 2) of residential and business
customers. This is not the type of true local exchange competition
that Congress intended when it passed the 1996
Telecommunications Act.

B. SBC INTERSTATE AND INTRASTATE ACCESS REVENUE AT RISK
OF LOSS DUE TO THE INTERNET EXEMPTION LOOPHOLE.

1997 Actual
(000)

Interstate
Intrastate

$1,229
$1,527

I'--C_._._O_T_H_E_R_R_E_L_EV_A_N_T_S_T_A_T_IS_T_IC_S_: :J
1. Holding Times: Non-Internet Internet

Arkansas 3.9 30
California 3.3 25
Kansas 4.3 32
Missouri 3.8 26
Nevada 3.9 26
Oklahoma 4.0 40
Texas 3.6 28
Average 35 26

Clearly there is a significant difference in the average non-Internet
minutes per call (including all access, local and toll calls) and the
average Internet minutes per call.

2. Customer usage per day:

In a study of one ISP connected to a SSC office in the St. Louis
area, the following customer usage patterns were found:

Average calls per customer per day
Average holding times per call
Average usage per customer per day

• Excluding Annualized PICC amount.

Internet

3.35
30MOU
100 Min.

Non-Internet

13.8
5MOU
70 Min.
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